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Financing channels for enterprises are generally divided into formal finance and 
informal finance, they play an important role in corporate finance with their respective 
advantages and take on complementary effect and substitution effect coexist. In the 
early days, the traditional financial development theory represented by McKinnon and 
Shaw (1973) considers that the informal finance is an inefficient institutional 
arrangement in financial repression. And in subsequent practice and academic studies, 
people gradually realized the positive role of informal finance. The informal finance 
experienced a very difficult development process, it still widely exists in developed 
and developing countries. However, what’s the cause of informal finance, and what 
kind of impact on financing behavior of enterprises, economic development as well as 
financial institution change  produced by informal finance. In order to study these 
issues, this thesis takes the relevant theory analysis about informal finance, and uses 
the financial contract theory and transaction cost theory, researches the behavior of 
corporate financing both in theoretical studies and empirical studies. Meanwhile, this 
thesis also discusses the relationship between informal finance and informal finance 
as well as the relative importance of both, the informal finance’s prospects and it’s 
effects to financial institution change and so on. 
First of all, we explore the informal finance’s definition, form existence and 
related theory, the informal finance market development of our country as well, so 
that make a more comprehensive analysis to informal finance. On this basis and from 
the standpoint of formal finance and informal finance, we make use of the transaction 
cost theory and contract enforcement theory to research enterprises' financing 
behavior. We found that: law and credit are respectively the foundation of formal 
financial contract and informal financial contract, both them display complementary 
relationship and substitution relationship coexistence. When the law and credit cannot 
maintain all required capital financing contract and constrainted by credit rationing, 
transaction cost and property rights discrimination, the enterprises will have to adopt 














selectors, these are SMEs and private enterprises almost. In the respect of enterprises’ 
type with corresponding to financial modes: the state-owned, large enterprises rely on 
formal finance, collective enterprises rely on informal finance, although SMEs and 
private enterprises tend to informal finance, they also financing from formal finance 
to alleviate capital financial bottlenecks.  
We also analyse the formal finance and informal finance’s complementary effect 
and substitution effect, and compare their respective importance in economic 
development. We believe that complementary effect and substitution effect 
coexistence between informal finance and formal finance, substitution effect reflects 
the weighing of contracting costs and credible discount factor, complementary effect 
expresses in the performance of enterprise that both take informal finance and formal 
finance to mitigate their difficult financial situation.At present, our country’s 
economic environment is the economic development rapidly, while financial 
resources In the situation of relative lack, and enterprises’ demand for funds strongly. 
So, the formal finance and informal finance performance complementary effect 
mainly, and the substitution effect faintly. When compare the importance between 
informal finance and formal finance in economic development, for the whole country, 
we found that, although informal finance supporting the private sector and SME’s 
development, it doesn’t substitute for formal finance as the main channel of corporate, 
formal finance’s importance is still greater than informal finance.  
For China's financial institution, there is a big imbalance in supply and demand, 
its profit opportunities provide an incentive mechanism to financial institution 
innovation, the existence of informal finance and the evolution to formal finance is a 
rational response to these profit opportunities. And also in the continued expansion 
process of informal financial institutions, it is a spontaneous transformation after the 
unique advantages loss. From the point of increase social welfare, the existence of 
informal finance and financial institution change arising by informal finance will help 
the improve of financial resources allocation efficiency and social welfare. In the 
evolution process of informal finance to formal finance, Government should protect 















Finally, this paper analyzes the risks of informal finance, our country’s 
achievements to guide and regulate informal finance. On this base, we proposed some 
relevant policy recommendations about normly and supporting the development of 
informal financial at last. 
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